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REVIEW OF THE MONTH
During August and September industrial
production increased considerably further,
continuing the advance begun
Recent business in June# There wag alg() a
developments
substantial growth m employ-
ment and payrolls at factories. Contracts
for public construction increased substan-
tially in August. Volume of private residen-
tial building was about the same as in July,
following six months of advance, and was
close to that in the spring of 1937 before
the decline in residential building began.
Other private construction remained at a
low level. Railroad freight traffic increased
in August and September by a larger amount
than is usual at the season. Recent changes
in the volume of industrial production and
in the value of construction contracts awarded
are shown in charts on page 830.
Total income payments to individuals like-
wise increased in August. During the latter
part of 1937 and the first half of 1938 total
income payments had declined by about 10
percent, according to recently revised figures
of the Department of Commerce. At fac-
tories, mines, and on the railroads payments
to employees showed large declines, reflect-
ing substantial decreases in activity, but in
trade, service, and other lines, where activity
declined only moderately, employees' com-
pensation was maintained at levels closer to
those prevailing earlier. Distribution of com-
modities to consumers throughout this period
was in excess of output of consumers' goods.
In recent months distribution of such com-
modities has increased somewhat and there
has been an increase in production of some
consumers' goods such as textile products
and shoes.
The increase in activity that has occurred
since early summer has been reflected in a
sharp rise in the Board's seasonally adjusted
index of industrial production. Limited data
available indicate that in September the
index was at about 90 percent of the 1923-
1925 average as compared with 88 in August,
83 in July, and an average of 77 in the second
quarter of this year. Increases in industrial
production have been general but have been
most marked in the textile and steel indus-
tries. Activity at cotton and woolen textile
mills, which began to increase in May, ad-
vanced very rapidly and in August was at
about the same rate as in the middle of 1936.
There has also been a marked advance in the
rayon industry.
Steel ingot production, which had been at
a low level during the first half of 1938, ad-
vanced steadily from 26 percent of capacity
in the middle of June to a rate of 47 percent
at the end of September. This increase re-
flected in large part an adjustment of out-
put to the level of current consumption. Out-
put of automobiles during August and Sep-
tember remained at a low rate as producers
were shifting to production of 1939-model
cars. Sales were in excess of production with
the result that stocks of new cars were fur-
ther reduced to an unusually low level.
Stocks of used cars have also been materially
reduced from the large supplies held in the
early part of this year.
Wholesale prices of commodities generally
showed little change during August and Sep-
tember, fluctuations in the weekly index of
the Bureau of Labor Statistics reflecting
largely seasonal changes in prices of live-
stock and products. Wheat prices fluctuated
widely from day to day and at the end of
September were moderately lower than at
the beginning of August. Cotton and cotton
goods declined somewhat following advances
in June and early July, while rubber and non-
ferrous metals showed some further in-
creases. Announcement was made that prices
825
Federal Reserve Bulletin: October 1938826 FEDERAL RESERVE BULLETIN OCTOBER 1938
of most finished steel products, which had
been reduced materially in June, would be
unchanged for the fourth quarter.
Prices of common stocks declined in Sep-
tember, reflecting largely the effects of un-
favorable European devel-
Corporate security Opments. At their lows
markets
 x
near the end of the month
prices had lost about half of the advance
made in the summer. Medium- and lower-
grade corporate bonds were also weak, show-
ing declines of 2 to 4 points in price during
the month, and the highest-grade corporate
issues declined somewhat. A large part of
these declines in security prices were re-
gained in the last few days of September.
Corporate new security flotations have in-
creased in recent months, as shown in the
table. Issues for new capital during June,
July, and August averaged about $150,-
000,000 per month, as compared with a
monthly average of $32,000,000 earlier in the
year and with an average of $99,000,000 in
1936 and 1937. Refunding issues, which
have generally been in small volume since
the early part of 1937, increased in August.
During September a number of large issues
were postponed and the volume of corporate
financing was smaller than in the preceding
months.
DOMESTIC SECURITY ISSUES


































Source: Commercial and Financial Chronicle. Includes publicly-
offered issues of Federal credit agencies but excludes direct obligations
of the United States Government.
Government security prices, which had
fluctuated within a relatively narrow range
at a high level from the
Government middle of June to nearly the
security market
 J .
end of August, declined in
September, but continued to be higher than
in the early months of this year. The aver-
age yield on long-term Treasury bonds moved
between 2.38 and 2.31 percent from the
middle of June to the end of August. While
long-term bonds showed a slight tendency to
rise in price during this period, shorter-term
issues showed a slight downward trend. The
yield on 3- to 5-year Treasury notes fluctuated
between 0.67 percent and 0.73 percent.
Between August 27 and September 27
prices of long-term Treasury bonds declined
by 1% points and the yield on these bonds
advanced to 2.48 percent. Treasury notes
had a similar movement during the same
period, and by September 26 the average
yield had risen to 0.93 percent, compared
with 0.71 percent on August 27. The average
rate on new issues of bills offered by the
Treasury advanced to 0.14 percent, the high-
est since the issue dated April 13, compared
with an average of 0.05 percent in August.
Changes in average yields on Treasury bonds,
notes, and bills are shown in the chart on
page 831. In the last few days of September
Government securities prices rose sharply
and about three-fourths of the previous loss
was regained.
In September total loans and investments
and total deposits of member banks in 101
leading cities continued to in-
Member crease. The growth in total
bank credit . °
loans and investments amounted
to $400,000,000, which was almost entirely
in holdings of United States Government
securities. Loans showed little change in the
month. Commercial, industrial, and agri-
cultural loans this year have not shown the
growth that usually takes place during the
third quarter. Selected loans and invest-
ments for banks in New York City and in
100 other leading cities are shown in the
chart.
At New York City banks security holdings
increased by about $160,000,000 during Sep-
tember, following a sizeable growth during
the previous month. Additions of $120,000,-
000 to holdings of direct obligations of the
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United States Government representing prin-
cipally purchases of notes and bonds issued
by the Treasury in connection with its finan-
cing operations of September 15, accounted
for the bulk of this increase. There was a
moderate decline in loans, reflecting decreases
LOANS AND INVESTMENTS




Banks in 101 leading cities; latest figures for September 21. Commer-
cial loans based on new classification beginning May 19, 1937.
in both commercial loans and loans to secu-
rity brokers and dealers. At banks in 100
other leading cities outside New York, in-
vestment holdings increased by about $250,-
000,000, mostly in United States Government
securities, and commercial loans rose mod-
erately.
As a result largely of the inflow of foreign
funds and of the growth in bank loans and
investments, deposits of member banks in
leading cities increased somewhat in Septem-
ber. Adjusted demand deposits, which do
not include interbank and United States Gov-
ernment deposits and are adjusted by the
subtraction of items in process of collection,
continued the increase begun last spring and
are now near the all-time peak reached at
the end of 1936. United States Government
deposits were increased during September
by $60,000,000 at New York City banks and
by $120,000,000 at banks in other leading
cities as a result of book credits given by
banks in payment for part of the new issues
of securities purchased from the Treasury.
Balances held in New York City for foreign
banks increased by $30,000,000 in August
and by $100,000,000 in September.
Between the middle of August and the
end of September the monetary gold stock
of the United States in-
Recent gold and creased by $700,000,000.
capital movements
 J
 Y ' '
This gold inflow reflected
largely a movement of capital from abroad
which began in August and became intensified
in September as the result of increasing
tension over developments in Europe. The
movement of funds to this country was so
great that, notwithstanding extensive sales
of foreign gold to the United States, sterling
and other European currencies declined
sharply against the dollar. The table shows
the extent of the declines in leading curren-
cies since June 15, which marked the recent
high level of most of these currencies. The
rates shown for September 28 do not in most
cases represent the lowest quotations reached
on that day. In London, before announce-
ment that an international conference would
be held in Munich on the following day, ster-
ling fell to $4.61, and the franc was quoted
at about 2.57 cents. Subsequently the two
currencies rose sharply and on September 30,
following signature of the four-power ac-
cord, they were quoted at about $4.83 and
2.69 cents respectively. The advance in for-
eign exchange rates was widespread.
FOREIGN EXCHANGE RATES FOR LEADING CURRENCIES






















The decline in the pound was accompanied
by a rise in the sterling price of gold to new
high levels for recent years. Nevertheless,
at the lower sterling-dollar rates, private
purchase of gold in London for shipment to
the United States became profitable. Shift-
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ing insurance rates after the middle of Sep-
tember, however, which at times created un-
certainty as to actual shipping costs, and a
lack of adequate shipping facilities, interfered
with gold arbitrage operations in London
during the latter half of the month.
For several months prior to the current
movement gold had moved to the United
States largely because of an excess of mer-
chandise exports over imports. In the eleven
months ending with August this surplus
amounted to $1,100,000,000 as against an im-
port surplus of nearly $50,000,000 in the cor-
responding period of the previous year. This
extensive shift in the country's trade balance
was induced partly by increased agricultural
output in the United States, which resulted in
larger exports and smaller imports of some
agricultural commodities, and partly by a
sharp reduction in imports of raw materials
owing to industrial recession. At first, how-
ever, the excess of exports was more than off-
set by withdrawals of foreign funds, which
assumed large proportions early in October
1937. For five months these withdrawals
were on a scale such as to take gold from the
United States notwithstanding the surplus of
merchandise exports. In March, however,
tension in Europe in connection with the Ger-
man-Austrian situation checked the repatria-
tion of European funds. Although the move-
ment was thereafter resumed, it was in re-
duced volume. During the period from March
through July, with the outflow of foreign
funds diminished, the surplus of merchan-
dise exports resulted in an inflow of gold to
the United States at the rate of about $40,-
000,000 a month.
Early in August, as a consequence of
various developments abroad, the movement
of European short-term money out of the
United States was reversed and, although
there was continuous European selling of
American securities on a small scale, the net
movement of foreign funds as a whole turned
inwards. This movement was intensified by
the following month's political developments
Member bank
reserves
in Europe. In August and September, for
the first extended period in a year, the inter-
national flow of funds increased rather than
offset the influence of the surplus of mer-
chandise exports on gold movements to the
United States.
In the latter part of August and in Sep-
tember member bank reserves were sub-
stantially increased by the
renewed heavy gold inflow.
Total reserve balances in-
creased in the five weeks ending September
14 by $380,000,000, while required reserves
increased by $170,000,000, reflecting a growth
in deposits. Excess reserves on September
14 totaled $3,130,000,000, which was close to
the highest level of the year. In the week
ending September 21 reserves were sharply
reduced by payments to the Treasury for
cash purchases of new securities and quar-
terly income tax collections, and excess re-
serves declined by $390,000,000. Subse-
quently Treasury payments from its balances
with the Federal Reserve banks for gold
acquisitions and for other current expendi-
tures in excess of receipts resulted in a
growth of excess reserves to $2,890,000,000
on September 28.
Treasury deposits with Federal Reserve
banks, which had increased somewhat be-
tween the middle of July
Treasury financial an(j the mjddle of August, operations .-MI 7
were rapidly drawn down
principally by payments for gold imports in
the latter part of August and the first half
of September. On September 14 these de-
posits amounted to about $350,000,000 as
compared with $840,000,000 on August 10.
In the following week they were increased to
$920,000,000.
The principal factor accounting for the
sharp increase in the week ending September
21 was the receipt of $540,000,000 for cash
purchases of new Treasury bonds and notes
issued on September 15. The September
Treasury financing consisted of sales of
$460,000,000 of 2i/2 percent 12-14 year bonds
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and $340,000,000 of 1V8 percent notes ma-
turing in June 1943. In addition, notes due
to mature in December of this year were
exchanged for $400,000,000 of bonds and
$30,000,000 of notes. Although bank sub-
scribers to the new issues were granted the
customary privilege of making payment by
book credit, only $260,000,000 of the total
allotments were paid for by book credit,
while cash payments amounted to $540,000,-
000.
In addition to receipts from securities
sales, the Treasury also received in the week
ending September 21 about $380,000,000 of
income taxes. It paid out in that week $130,-
000,000 of interest on outstanding debts and
$170,000,000 for the purchase of gold. On
September 21 the Treasury added to its bal-
ances with the Reserve banks by a transfer
of $90,000,000 to the gold certificate fund
of these banks. Additional transfers of this
nature were made in the following week, and,
notwithstanding substantial payments for
gold and other expenditures, Treasury depos-
its with the Reserve banks declined in the
week by little over $50,000,000 to $860,000,-
000 on September 28.
Resignation of Class C Director and Chairman and
Federal Reserve Agent at the Federal Reserve
Bank of San Francisco
Effective as of October 1,1938, A. O. Stew-
art resigned as Class C director and as Chair-
man and Federal Reserve Agent at the Fed-
eral Reserve Bank of San Francisco. Mr.
Stewart was appointed a Class C director on
July 8,1936, and was designated as Chairman
and Federal Reserve Agent on January 1,
1937.
Resignation of Mr. Burgess
Effective September 13, 1938, W. Randolph
Burgess resigned as Vice President of the
Federal Reserve Bank of New York and
as Manager of the System Open Market
Account. Since December 1, 1920, Mr. Bur-
gess had served in various positions at the
Federal Reserve Bank of New York. He was
appointed Deputy Governor of the bank on
May 1, 1930, and Vice President on March 1,
1936. He had served as Manager of the Sys-
tem Open Market Account since March 19,
1936.
Allan Sproul, First Vice President of the
Federal Reserve Bank of New York, was se-
lected to succeed Mr. Burgess as Manager of
the System Open Market Account.
Discontinuance of Federal Reserve Bank Branch and
Agency
In accordance with the action taken by the
Boards of Directors of the Federal Reserve
Banks of Atlanta and San Francisco, with
the approval of the Board of Governors, the
Agency of the Federal Reserve Bank of At-
lanta, located in Havana, Cuba, and the
Branch of the Federal Reserve Bank of San
Francisco located in Spokane, Washington,
were discontinued effective October 1, 1938.
Federal Reserve Chart Book
The Board has available for sale to the gen-
eral public copies of a chart book prepared
for use of Federal Reserve officials. The
chart book, which is of brief-case size, con-
tains about 30 charts on bank credit, money
rates, security markets, and business condi-
tions. Many of the charts cover the period
since 1919 and all contain space for figures
through 1940 to aid in keeping them up to
date. A list of sources for current and back
figures is given. The price of the book is 50
cents.
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